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SUMMARY | 


Although the Spanish economy has strengthened since its 
nadir in 1977, it currently is troubled by inflation, 
unemployment and declining investment. Inflation is 

in the seventh straight year at levels of 14 percent 

or higher, but is now down ten percentage points from 
the 26.4 percent rate registered in 1977. Spain's 

acute balance of payments deficits of 1974-1977 have 
recently turned into comfortable surpluses, backed up by 
large foreign exchange reserves. The Government's 
program of relative austerity in 1978 and 1979 that 
helped lower inflation and improved the payments balance 
brought the expected side effect of higher unemployment, 
currently estimated at 8.7 percent of the labor force. 
Growth, and especially its investment component, remains 
well below the levels of the early 1970s. 


This year the economic successes of 1978 have not been 
appreciably consolidated. The Government aimed for a 
reflation of the economy in 1979, together with a con- 
tinuing rapid drop in the inflation rate. These twin 
goals, extremely difficult under any circumstances, 
were thwarted by factors including low levels of con- 
fidence among Spanish businessmen and investors, slack 
domestic demand, and the June 1979 round of OPEC price 
rises. The Government's current strategy is to seek 
means to stimulate private sector investment without 
overheating the economy through lax monetary and fiscal 
policies. 


Spain remains a major and growing market for U.S. exports, 
and the position of price sensitive exports has improved 
sharply due to both the decline in the exchange value 

of the dollar and the appreciation of the Spanish peseta. 


ECONOMIC SITUATION AND TRENDS 
The Origin of Economic Problems 


Since the death of General Franco in 1975, Spain has 
become a political democracy, consolidated by two rounds 
of general elections, as well as local and provincial 
elections, and by a new Constitution approved in referen- 
dum late in 1978. Although this political metamorphosis 
was impressive and sometimes awe inspiring, the Spanish 
economy lost the robust health enjoyed prior to the 
1973-74 OPEC oil price rises. 





The inflation rate has not dropped below the 14 percent 
level registered in 1973 since that year, and it remains 
the most characteristic of Spain's economic troubles. 

The rising price level is blamed on the country's easy 
money policy, especially pronounced during the mid-1970s. 
The swelling money supply led to artificially high demand 
and to rapid real increases in hourly wages not offset 

by productivity gains. The money supply growth and rising 
wages postponed adjustment to the worsened terms of trade 
after the oil embargo and to domestic economic stresses. 
The consequence was an inflation rate that reached 26.4 
percent in 1977, and that since has been reduced to a 
level of roughly 16 percent only at the cost of business 
austerity and rising unemployment. 


The first severe world oil price hikes helped to trigger 
large balance of payments deficits, directly as a result 
of higher energy prices and indirectly from lower revenues 
from tourism, emigrant workers and foreign investors. 

The resulting current account deficit exceeded 3 billion 
dollars in 1974 and in 1975, reached an alarming $4.3 
billion in 1976, and would have'‘risen further if Spain's 


new post-Franco economic leadership had not sharply 
devalued the peseta in July 1977 and decisively followed 
up with plans for austerity measures, structural reforms, 
and wage and price controls. 


Determined action to overcome economic difficulties 
reached a high point in October 1977 when ali leading 
political parties signed the Moncloa Pact on economic 
policy, which committed the signatories to support the 
austerity and reform measures planned for 1978. The Pact 
called for specific limits on most wages and meny prices, 
money supply growth and fiscal actions. A decree-law 
implemented the 1978 wage restraints, which fixed the 
permissible rise in firms' payrolls during the year. 


The wage restraint program is still in effect, having 
been extended by the Government through 1979 with a new, 
lower limit on wage hikes. Salary limits are mandatory 
for public employees. In the case of private firms, 

the restraints have had the same effect, because both 

the enterprise and its employees would have to pay a steep 
price for exceeding the pay cap: the offending firm 

loses all Government-granted "credit and fiscal advan- 
tages," including tax rebates to exporters, and up to 

5 percent of the workers are released from job protection 
and can be fired. 





Current Economic Situation 


The economic situation has ameliorated and changed 
distinctly since 1977 as a result of the devaluation 

and of the measures provided for in the Moncloa Pact. 

The balance of payments moved into surplus and has 

stayed there, and inflation was reduced from 26.4 percent 
in 1977 to 16.5 percent last year. Belt tightening had 

a predictable price - rising joblessness - quantitatively 
reflected in a current unemployment rate of 8.7 percent, 
up sharply from the 6.3 percent rate of year-end 1977. 


The jobless are numerous in all sectors of the economy 
and all regions of the country, and officially number 
Over one million. To an even greater extent in Spain 
than in other European nations, the unemployed are young 
or seeking their first job. Well over half of the job- 
less are under 25 years of age. Observers agree that 
unemployment is likely to rise in the near future, with 
no relief in sight. 


The extensive roots of this unemployment are continued 
inflation, the low domestic demand for labor because of 
investor caution and a rigid labor code, a slack foreign 
demand for Spanish workers, and a high birth rate by 
European standards. Little can be done to modify or to 
offset these adverse factors except to continue the battle 
against inflation, with the expectation that over the 
medium term the economy may be put on a sounder footing 
and thereby generate a need for more labor. Labor law 
reforms are likely, but a major change in the key pro- 
visions preventing layoffs is not. In 1978 and the 

early months of this year the Government attempted to 

cut. joblessness. by reflating the economy, but abandoned 
this policy when it became clear that the reflation was 
not succeeding and inflationary forces were strengthening. 


These broader developments impact on Spanish exports 
and imports. Spanish businessmen face slack domestic 
demand for their products and, since layoffs are all but 
impossible, are forced to expand exports at a rapid 
pace even when profitability is low. In the first five 
months of this year, exports rose 38 percent-in dollar 
terms above the same period in 1978. Imports also have 
risen, tallying a parallel 26 percent jump. Import 
growth has been boosted by the steady appreciation of 
the peseta against the dollar, and by lowered tariff 
and other import barriers. 





=" @mQ Q.er ow wmeo 


«2 co. Of me Ot at See 






Ina more technical level, there have been difficul- 
ties and controversy with monetary policy during the 
last two years. The shift to a balance of payments 
surplus on current account has been a complicating 
factor. This surplus, together with continued private 
ad public foreign borrowing, swells the money supply; 
larger-than-planned fiscal deficits also add to the 
spply of money. The result is that while the money 
supply has grown fast enough to fuel inflation, 
businesses still are financially strapped because the 
growth has taken place mostly in financial channels 
other than bank credit to the private sector. An end 
to this “crowding out" problem will not be possible 
util the fiscal deficit stops growing, or until the 
inflows of foreign loan money are sharply curtailed. 
the Government is struggling with both approaches. 
























The Unfolding Future 





In the Spanish Government's view, world oil price 

hikes and related developments dim the growth prospects 
for both the world and national economies. As a result 
of the growth constraints, sacrifices will-be needed to 
contain and hopefully to reduce the already painful 

levels of inflation and unemployment. All sectors of 
Spanish society, according to the Government, must 

accept that higher energy costs will need to be absorbed 
and not passed on. The Government, for its part, pledges 
to control the growth of its own expenditures, by re- 
ducing wage adjustments granted to public employees 

and by better management of social security and of public 
enterprises. It is expected that this fiscal restraint 
will allow for a tightening of monetary policy. 












These and other strategies are outlined in an economic 
"plan" for the short and medium term made public on 
August 14. The plan renews the Government's commitment 

to reforming the nation's rigid labor laws, and it im- 
plies that the Government will continue the wage controls 
applied in 1978 and 1979. Business is promised aid to 
make needed structural changes, additional tax incentives 
to invest, and a gradual phase out of most price controls. 
The Government promises expanded programs to ease the 
problems confronting unemployed workers and, within the 
Government's possibilities, to stimulate the demand for 


labor. 











The Business Environment 





New private investment by Spaniards is required to re- 
_ store economic growth but has not been forthcoming 








































because of low levels of business confidence and of 
demand. Spanish investors are discouraged not only 

by the troubles of the national economy, but also by 
the rapid pace of change in political and economic 
structures in recent years. In national income terms 
investment has steadily declined, beginning in 1975. 
Foreign investors on the other hand are very active 

- General Motors, for example, recently announced 

plans to locate in Spain one of the largest investments 
in its corporate history. 


It is not easy for the Government to treat the lack of 
Spanish business confidence except by addressing the 
nation's overall economic problems and by resolving 
business grievances which are not a reflection merely 
of a freer, more competitive national economy. The 
Government is sensitized to the needs of the business 
community, as-shown in the recently published economic 
plan, and investors can take encouragement from an im- 
proved political situation. Furthermore, while invest- 
ment is currently lower, it is still sizeable. 





A need for newer technology and more modern equipment 

is now the biggest spur to investment. Spanish industry 

needs to modernize and to make structural changes in 

order to compete in the domestic market, which is in- 
creasingly open to national and foreign competition. New 
investments in Spain tend to be capital- rather than 
labor-intensive and frequently take the form of labor 

saving equipment. Hourly wage costs have risen dramatically 
over the last decade, rising in real terms even under the 

wage constraints imposed in 1978 and 1979. Although 

some reforms have been promised for the future, business 
remains cautious about laws which block layoffs. These 

laws still discourage any expansion or diversification | 
of production in ways which would require new hiring. | 


Ties to the U.S. and Future Membership in the European 
Common Market 





The sizeable U.S. business investments here are larger 
than those of any other foreign nation, and more than 
13 percent of Spain's imports are from the United States. 
Last year Spain imported $2.5 billion worth of U.S. goods. 
A broad range of relations ‘between the United States and 

Spain is the subject of a 1976 Treaty of Friendship and 

Cooperation. 











Collectively, the nations of the European Common Market, 
more correctly known as the European Communities (EC), 
are Spain's principal trading partners - though no 
single member sells more to Spain than the United States. 
Spain has itself requested full membership in the EC, 

and the accession negotiations have begun. Following 
conclusion of the negotiations, possibly by 1982, a period 
will be required for treaty ratification, and there will 
be additional transition periods during which border 
tariffs will be mutually dismantled and EC nornis adopted 
by Spain. 


IMPLICATIONS FOR U.S. BUSINESS 


The most significant immediate factor for American ex- 
porters is the rapid increase in Spanish imports which, 
for the first five months of 1979, increased $1.9 billion 
over the same period in 1978 or two and one-half times the 
$768 million increase in Spanish imports for the whole of 
1978. 


The monthly rate of increase in imports has increased 
steadily and substantially from $174 million in January to 
$538 million in May. A simple annualization of this trend 
suggests a 1979-over-1978 increase in Spanish imports on 
the order of $4.5 billion to reach a total of about $23 
billion. 


This rapid increase in imports is reflected in a broad 
range of product categories, with the largest increases oc- 
curring in iron and steel scrap, organic chemicals, 

meats, coal, fish, oil-bearing and other seeds, and live- 
stock. 


Thus far, U.S. exporters have supplied slightly over 13 
percent of Spanish imports, approximately the same share 
of the market as in the same 1978 period. 


Also of significance to U.S. exporters are the numerous 
trade liberalization measures which have been implemented 
during the first half of 1979. These measures include 
removal of commodities from the globalized quota list 

to non-quota or "liberalized" status, and the lowering or 
removal of import duties for temporary periods, which 
have been repeatedly extended. 


On a threshold level, the recently elaborated short and 
medium term economic program of the Spanish Government 
confirms a free enterprise and market-oriented strategy 
for the Spanish economy. Consistent with this strategy 











are statements by Government officials which suggest the 
gradual phasing-out of the state trading system still 
used for some imports. 









Given the dynamics described above, the notable deprecia- 
tion of the dollar against the peseta since mid-1977 and 
the sharp increase in Spanish domestic prices raise the 
question as to whether the U.S. share of the market should 
not increase further. A partial answer may lie in the 

low priority accorded the Spanish market by exporters due 
to the flatness of the economy in 1977 and 1978, and the 
resultant nominal increase in import demand. At this 
time, U.S. exporters may wish to review their positions 

to assure an appropriate sales effort in this important 
and rapidly expanding market. 











While import statistics by major commodity groups for the 
first half of 1979 are not yet available, research con- 
ducted by the Department of Commerce shows good export 
opportunities in the fields of electronic components, 
food processing and packaging equipment, and machine tools. 
In addition, the Embassy is promoting electrical power, 
health care, laboratory, process control and security 
equipment. Tourism to the U.S. from Spain is increasingly 
attractive as a result of low transatlantic fares and the 
cheaper dollar. 















New foreign private sector investment in Spain (of which 
the U.S.is the largest single source) continues to increase 
rapidly, having doubled in each of the last two years and 
in the first five months of 1979 having exceeded the 

whole of 1978. 












With the increasing size, quality and level of sophisti- 
cation of Spanish manufactures, as well as consideration 

of import duties and transportation, an increasing number 
of American firms are considering joint ventures or 

the establishment of manufacturing facilities in Spain as 
the most feasible way of retaining their shares of the 
Spanish market and as a means of entering the Common 
Market. The Government's high priority efforts to increase 
Spanish private sector investment should further enhance 
the investment climate for foreigners. 










U.S. companies interested in selling to or investing in 
Spain should consider the various facilities that the U.S. 
Government offers in order to help enter this market. 
These are available at the nearest district office of the 
U.S. Department of Commerce. Foreign Service officers 










provide additional in-country assistance at the Embassy 

in Madrid (Serrano 75, Madrid 6, Tel: 276 36.00, Telex: 
27763 AmEmb E) and at consulates in the cities of Barcelona 
(Via Layetana, 33, Barcelona 3, Tel: 319 95 50, Telex: 
52672 CGBAR E), Bilbao (Av. del Ejercito, 11-3°, Bilbao 
14, Tel: 435 8300, Telex: 31493 ACBIL E) and Seville 
(Paseo de las Delicias, 7, Seville 12, Tel: 23 18 85, 
Telex: 72280 CGSEV E). The American Chamber of Commerce 
in Spain is also willing to assist U.S. companies entering 
the Spanish market or seeking to expand sales here. The 
Chamber's headquarters are located at Edificio Torre de 
Barcelona; Diagonal 477; Barcelona 36, Spain; the Chamber 
also has an office in Madrid located in the Hotel Euro- 
building; office 9-A; Calle Padre Damian, 23; Madrid 16, 
Spain. 





KEY ECONOMIC INDICATORS 


All values in current U.S. 
unless otherwise stated. The 
dollar value of the peseta has 
risen substantiall 
1977 devaluation. 


A 


1977 


OUTPUT AND DEMAND 

GDP at current 
prices (bill.) 

GDP at constant 
prices 

Per Capita GDP, 
current price ) 

Trend-adjusted 
indexes 

-Indust. Production 
(only to 6/78) (196€2=100) 411. 

-Invest.in Plant 
& Equip. (1962=100) 
(12/78) 

-Dept.Store Sales 
(1963=100) (4/79) 

-Hourly Wages 
(1967=100) (2/79) Bg) )< 

Primary Energy Consumption 

(mills. of coal ton equiv.) 
(1-5/79) 86. 

Cement Consumption 
(1000 tons) (1-4/79) 

Total Workers (mill.) 
(2nd QTR 79) 

Unemployment Rate 
(2nd QTR 79) 

MONEY AND PRICES 
Money Supply (M3) 
(bill.) (4/79) 

External Debt (Public 
& Private )(bill.) 
(lst QTR 79) 

Consumer Price Index 
(6/76=100) (5/79) 


295. 


1,716. 


21,763 
13. 


6. 


91. 


dollars 


Exchange rate as of 
September 1, 1979 
USS1 =66.0 pesetas 


+o the July 


B cc D 
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Available % Change 


1979 Data 1979/same 
period 
1978 


1978 Change 


978/1977 


% 
z 


418.0 


2 275.6 
2 1,939.8 


8 743.1 


89.8 
21,029 
a Sow 


8.2 
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1977 1978 % Change Available % Change 
1978/77 1979 Data 1979/same 
period 
1978 





BALANCE OF PAYMENTS AND 
TRADE (all in millions) 
Exchange Reserves 


(7/79) 6,142 1075025 63.0 12,338 43.6 

> BOP Current Account -2,450 g PSs 6. -- tis =-— = 
Exports FOB (1-5/79) 10 250;.2. £3, 08354). 2795/0 t¢8as. 9 3ta0 
~ Exports to U.S. i, 002.5 - 1210.7 « 2058 521.2 5.0 
U.S. Share 9.8% 9.3% - - Li3e -- 

EC Share 46.33% 46.1% - - -- -- 
Imports, CIF (1-5/79) L7;7885.8' 18, 653:.9 4.3 Oo 519 <0 25:8 
Imports from U.S. 2,862.2 “2 476e2. £4.55 ta esaee 22.6 

U.S. Share 12.1% 13.33 - - 13.2% -- 


EC Share 34.2% 34.6% - - -- -- 












Leading Imports from U.S. in 1978 (millions of dollars): 





Oilseeds (primarily soy- Data processing 


beans) 440.2 equipment 74.1 
Corn 356.0 Inorganic chemicals 60.5 
Tobacco 106.5 “Airerart 48.1 
Organic chemicals 75.6 
















Leading Exports to U.S. in 1978 (millions of dollars): 











Footwear 285.6 Wine 
Canned vegetables Petroleum products 24.3 


(primarily olives) 104.9 Motor vehicle parts 18.6 
Iron and steel plate 96.4 Olive oil 52 
Tires 68.8 















NOTES: 
(l)- Year-end exchange rates used: 1977, 81.65 to 1; and 1978, 70.11 to l. 
(2)- Exchange rate fluctuations and inflation of the magnitudes ex- 
perienced in this period make misleading year-to-year comparison 
of such data as dollar GDP. 
(3)- Percentage change based on original data in pesetas, or on total 
number of jobless workers. 


MAJOR SOURCES: "Indicadores de Coyuntura" and "Encuesta de Poblacion 
Activa", National Statistical Institute; Bank of Spain 
monthly statistical bulletin; foreign trade statistics 

published by Finance Ministry. 
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